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Securities and Exchange Commission

Office of International Corporate Finance
Room 3099

450 Fifth Street, NW
Washington D.C. 20549
United States
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UM -486 24.05.05

File No. 824883 —- Frequent Issuer Status of
Hypothekenbank in Essen AG

Dear Sir or Madam,

Please find enclosed Essen Hyp’s website as of April 30, 2005 (English
version) and the Program of the 4 ™ Capital Market Conference June 15-
16, 2005.

We send you this information in order to fulfill our obligations for the
frequent issuer status of Hypothekenbank in Essen AG / Germany.
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Deutsche Bundesbank
Filiale Essen

Account No.: 360 096 10
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Account No.; 177 6475
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ir or Madam,

4 (j;/er the years, the International Capital Market
Conference of Hypothekenbank in Essen AG has
become an established forum for the German
Pfandbrief. We are pleased to continue the tradition
of an open dialogue this year.

One key issue to be looked at will cetainly be the new
Pfandbrief Act, which comes into effect shortly after the
end of our conference. Since it was founded in 1987,
Hypothekenbank in Essen AG has made a major
contribution in establishing Jumbos and Globals as

an attractive investment — and in increasing their quality
standards. Our success in this business segment

made us one of the biggast private issuers worldwide.
Demand from international investors ‘or covered

bonds has kept increasing. This is why several countries
now launch covered bonds that are modeled on the

German Pfandbrief.

Sehr geehrte Damen, sehr geehrte Herren,

die internationale Kapitalmasktkonferenz der Hypotheken-
bank in Essen AG gilt ingwischen als weltweit etabliertes
Forum fur den gdesischen Pfandbrief. Wir freuen uns,

n diesem Jahr unsere Tradition des offe-

aiogs fortsetzen diirfen.

Im Mittelpunkt des aktuellen Interesses wird sicherlich
das neue Pfandbriefgesetz stehen, welches wenige Tage
nach unserer Konferenz in Kraft treten wird. Seit ihrer
Grindung 1987 hat die Hypothekenbank in Essen AG
zur Etablierung und Qualitdtssteigerung der Jumbo- und

Global-Pfandbriefe beigetragen. Durch unseren Erfolg in

Consequently, our discussions will focus on developing
joint strategies to preserve and strengthen the
Pfandbrief's position as an attractive investment,
combining attractive yields and low risk.

This year's conference will cover topical issues, such
as true sales, public-private partnerships and funding
opportunities, Capital market executives, analysts,
investment specialists, experts and investors from ail
over the world will share their views on the international
capital markets and global economic developments in
several lectures and discussion panels. issues to be
covered include current interest and exchange rate
developments, the economic outlook, islamic finance,
niche markets and structured bonds.

We look forward to interesting discussions and wish
you an exciting conference.

Hypothekenbank in Essen AG

dieser Finanzierungsform sind wir inzwischen zu einem
der gréBten privaten Emissionshduser in diesem Bereich
aufgestiegen. Die internationale Nachfrage nach gedeck-
ten Schuldtiteln steigt weiter und andere Lander orien-
tieren sich zur Deckung dieses Bedarfs in ihrer Produkt-
entwicklung am Vorbild des deutschen Pfandbriefs.
Daher gilt es, gemeinsame Strategien zu entwickeln, wie
wir die Refinanzierung mit dem Pfandbrief als Kombina-
tion aus Sicherheit und Rendite weiter stirken und aus-

bauen kénnen.




Our Capital Market Conference is designed for: .
Die Konferenz richtet sich an:

Chief Investment Officers, Credit Analysts,
Pension Fund Managers, Research Specialists,
Fixed Income Portfolio Managers, Asset Backed
Portfolio Managers, Commercial Bankers,

Investment Bankers

In diesem Jahr haben wir die aktuellen Themen aus den
Bereichen True Sales, Public-Private Partnerships und
Refinanzierungsmaglichkeiten auf die Agenda gesetzt.

In mehreren Vortragen und Diskussionsrunden werden
Fach- und Fuhrungskréfte aus dem internationalen
Kapitalmarktgeschéft, Analysten, Investment-Experten, ...
Wissenschaftler und Investoren wiﬁféefﬁé{ibna\en
Kapitalmérkten und der Wél&/irtschaftlichen Entwicklung
Position beziehen. Im Fokus stehen hier Themen zur aly

tuellen Zins- und WéhrungsentwickI?, zu KolRinktur-
4 F

aussichten, zu Méglichkeiten in isfgmischer Finanzierung
und in Nischenmarkten sowie strukturierte Produkte im
Anleihebereich.

Wir freuen uns auf interessan #iche und wiin-
schen Ihgggf i oléréichen Tagungsverlauf.
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Given that the German Pfandbrief is seen as a benchmark on the European covered
bond market, new products in this segment tend to be modeled on Pfandbriefe. Since
it was founded in 1987, Hypothekenbank in Essen AG has made a major contribution
in establishing the Pfandbrief as an attractive investment — and in increasing its high
quality standards. The tremendous success of the Pfandbrief made us one of the most
important private issuers in this business segment. Today, the Pfandbrief has by far the
biggest share in the European bond market.







Time

18.00

18,15

20.00

Time
9.00-9.15
9.15-9.30
930-10.45
10.45-11.00
11.00-12.00
12.00-13.30
13.30 - 15.00
156.00-15.15

June 15, 2005

Hall ‘Europa’

Opening and Welcome

Hubert Schuite-Kemper Chairman of the Board of Managing Directors,
Hypothekenbank in Essen AG

Guest Lecture

Gyula Horn Former Prime Minister of the Republic of Hungary

Dinner

June 16, 2005
Room 1

Opening Words
Hubert Schulte-Kemper Chairman of the Board of Managing Directors,

Hypothekenbank in Essen AG

Introduction to the New Pfandbrief Act
EinfUhrung in das neue Pfandbriefgesetz

Dr. Louis Hagen Executive Director,
Association of German Mortgage Banks, Berlin

Changes in the Mortgage Bank Sector

Verdanderungen im Hypothekenbankbereich

Thomas Happel Head of Division B3, BaFin, Bonn

Dr. Louis Hagen Executive Director, Association of German Mortgage Banks, Berlin

Gerald Dillenburg Internal Market Directorate-General, European Commission, Brussels

Andreas Denger Portfolio Manager, DeAM, Frankfurt

Dominigue Linder Director, Portfolio Management Fixed Income, AGI, Munich
Presenter Horst Bertram Senior Director, Fitch Ratings, Frankfurt

Coffee Break

Covered Bonds: Harmonization of International Issuance Conditions
Covered Bonds: Harmonisierung der internationalen Emissionsbedingungen

Tim Skeet Head of European Bank Origination, ABN AMRO Bank, London

Claudio de Lucia Head of Fixed Income, Banca Intesa, Milan

Carlos Stilianopoulos Head of Capital Markets, Caja Madrid, Madrid

Stephen Lorimer Director of Debt Capital Markets, HBOS, London

Dr. Claudia Vortmiiller Structured Finance Research, Commerzbank, Frankfurt
Presenter Mark Brown Reporter Euromoney, London

Lunch

The Future Competitiveness of Germany as an Economic Location
Zukunfisfahigkeit des Wirtschaftsstandorts Bundesrepublik Deutschland

Philipp Vorndran CEQ Germany & Senior Investment Strategist,
Credit Suisse Asset Management, Frankfurt
N/N
N/N
Presenter Manfred Erdenberger Journalist, Cologne

Coffee Break




Room 2

Coffee Break

Investors’ Forum: Increasing Pressure on Performance
Coupled with Decreasing Credit Spreads

Investors’ Forum: Steigender Ergebnisdruck bei sinkenden
Risikopramien

Olivier Asselin Managing Director, Head of Short
Term Fixed Income, Citigroup Asset Management, London
Dr. Dirk Klee Head of Business Development
for Germany and Austria, PIMCO, Munich
Mark Durbiano, CFA, Head of Domestic Group,
Federated, Boston
Siegfried Cordes Head of Fixed Income,
Credit Suisse Asset Management, Frankfurt
Presenter Andrea Ciinnen Financial Correspondent,
Handelsblatt, Frankfurt

Lunch

Coffee Break

Room 3

Coffee Break

Public-Private Partnerships in Europe
Public-Private Partnerships in Europa

Presenter

Lunch

Dr. Otmar M. Stécker Managing Director,
Association of German Mortgage Banks, Berlin
Dr. Heiko Stiepeimann Executive Director,
German Construction Industry Federation, Berlin
Stefan Becker Federal Ministry of Transport,
Building and Housing - Task Force PPP, Berlin
Hartmut Fischer Managing Director,

VBD Consulting for Agencies, Berlin

Prof. Dr. Martin Meissner Partner,
Latham&Watkins, Frankfurt

Jens Friedemann Editor,

Frankfurter Allgemeine Zeitung, Frankfurt

Coffee Break



June 16, 2005

Time Room 1

15.15-16.10 Worid Economic Forum - Overview of the G3 Currency Areas
World Economic Forum — Ein Uberblick {iber die G3-Wahrungsgebiete

Gary Schiossberg Chief Economist, Wells Fargo, San Francisco
Dr. Holger Schmieding Co-Head Euro Economics, Bank of America, London
Dr. Brendan Brown Chief Economist, Mitsubishi Securities, London

16,16 -16.45 America’s Twin Deficits: Manageable Problems or Ticking Time Bombs?
Amerikas Zwillingsdefizit: Ein beherrschbares Problem oder eine tickende Zeitbombe?

. Dr. Nariman Behravesh Chief Economist, Global Insight, Lexington

1660 -1730 What Will We Get: Inflation, the Arch-Enemy of the
Financial Markets, or Deflation, the Deadly Enemy of the Economy?
Kommt der Erzfeind (Inflation) der Finanzmarkte oder
der Todfeind (Deflation) der Wirtschaft zuriick?

Roland Leuschel Author, Journalist, Brussels

Success Factors in the EMTN Market
1730 -18.15 Erfolgskritische Faktoren im EMTN-Markt

Marko Milos Associate EMTN Desk, Goldman Sachs, London
David Hinsley Head of EMTN Trading, Deutsche Bank, London
Ulrich Worms Head of FI/PS Origination D/A, Barclays Capital, Frankfurt
Richard Proudlouve Head of EMTN, Citigroup, London
Presenter Mike Tims CEQ & Editor-in-Chief, MTN-I, London

18.15 Closing Words

Hubert Schulte-Kemper Chairman of the Board of Managing Directors,
Hypothekenbank in Essen AG

Two Evening Events at Your Choice
Fir den Abend zwei Veranstaltungen zur Auswahl

from 19.00/ab 19.00 A: Oldie Party Enjoy the band 'Die Zwei' and a dinner buffet
in the Foyer of the Messe Essen Std
A: Oldie Party Mit der Band ,Die Zwei" und mit Buffet
im Foyer der Messe Essen Std

19.30 B: From Opera ‘A Midsummer Night's Dream' in the Hall ‘Europa’ of

and Concert the Messe Essen/Congress Center West. You will have the opportunity
to join the Oldie Party at the end of the performance.
The Foyer of the Messe Essen Sid is next to the Hall ‘Europa’

B: Aus Oper Sommernachtstraum" im Saal Europa der

und Konzert Messe Essen/Congress Center West. Es besteht die Moglichkeit, nach
dem Opernabend noch an der Oldie Party teilzunebmen.
(Das Foyer der Messe Essen Sud befindet sich
direkt neben dem Saal Europa/Congress Center West)




Room 2

Structured Pfandbriefe
Strukturierte Pfandbriefe

Ted Packmohr Director, Covered Bonds Research, DrkKW, Frankfurt
Hélene Heberlein Head of European Covered Bonds,
Fitch Ratings, London

An Attempt to Understand the Low Levels of Growth, Inflation

and Interest Rates — and Their Impact on the Future

Der Versuch zu verstehen, warum Wachstum, Inflation

und Zinsen so niedrig liegen — und was das fiir die Zukunft
bedeutet

Dieter Wermuth Partner, Wermuth Asset Management, London

The Role of the Euro in the World Capital Markets
Die Rolle des Euro auf den weltweiten Kapitalméarkten

John A. Prestbo Editor Dow Jones Global Indexes,
The Wall Street Journal, New York

Status Quo Analysis: EU Enlargement/Central and
Eastern Europe
Ist-Analyse: Osterweiterung/Mittel- und Osteuropa

Barbara Eberhardt Senior Portfolio Manager,
CFA, CEE Union-Invest, Frankfurt

Christian Schiweck Portfolio Manager,
Emerging Markets, DeAM, Frankfurt

Dr. Monica Mastroberardino Portfolio Manager,
Bank Vontobel, Zurich

Tamas David Research Budapest Economics,
Budapest

Presenter

From Opera and Concert, Program
Aus Oper und Konzert, Programmubersicht

Werner Hansch Presentation

Room 3

True Sales: Germany Needs to Catch up
True Sales: Nachholbedarf in Deutschland

Dr. Dieter Gliider Director Securitisation, KfW, Frankfurt
Uwe Wewel Head of Division,

Federal Ministry of Finance, Berlin

Dr. Hartmut Bechthold Managing Director,

TSI GmbH, Frankfurt

Nicolaus Trautwein Head of MBS & ABS

Origination, Commerzbank, Frankfurt

Markus Friihauf Editor, Borsenzeitung, Frankfurt

Presenter
Japan - Opportunities in Asia’s Mature Giant
Japan - Geschaftsmaoglichkeiten in Asiens reifem

Giganten

Dr. Jesper Koli Chief Japan Analyst, Merrill Lynch, Tokyo

Determining the Optimal Trade Size for Fixed Income
Investors

Die Ermittlung der optimalen OrdergréBe fiir
Festanleger

Andrew Morton Managing Director, Go-Head Fixed Income,

Lehman Brothers, London

Opportunities for Cooperating with Financial Service
Providers from the Middle East: A Comparison

of the Approaches Used in Conventional and

Islamic Banking

Mdoglichkeiten einer Kooperation mit Finanzdienstleistern
aus dem Mittleren Osten. Vergleich der Denkansitze des
herkédmmlichen mit denen des islamischen Bankgeschifts

Emad Al-Monayea Head of International Investment,

Kuwait Finance House, Kuwait

Christian Mouchbahani Chief Executive Officer, Dubai Bank, Dubai
Dr. Tomas Vrana Managing Director, ecmg AG, Essen

Daniel Lipton Conductor, Regine Hermann Soprano

Anke Sieloff Mezzo-soprano, Timothy Simpson Tenor

James Tolksdorf Baritone

EurOrchestra, Bottroper Chére

Wolfgang Amadeus Mozart

“Le Nozze di Figaro” Overture

“Don Giovanni” Leporello’s Register Aria

“Carmen” Habanera

Georges Bizet
Giacomo Puccini

“Manon Lescaut” Intermezzo

“Tosca” E lucevan le stelle - Vissi d'arte

Ruggiero Leoncavallo “I Pagliacci” Intermezzo

Giuseppe Verdi

"Nabucco” Prisoner's Chorus

“La Forza del Destino” Overture

Giacomo Puccini
Georges Bizet
Pietro Mascagni
Ludwig van Beethoven

“Madama Butterfly” Flower Duet

“Les Pécheurs de Perles” Au fond du temple saint
“Cavalleria Rusticana” Intermezzo sinfonico

9* Symphony, 4" Movement, Ode to Joy

For further updates please refer to www.essenhyp.com
Weitere Informationen finden Sie unter www.essenhyp.com




Essen — On its Way to Becoming the European
Capital of Culture

Guided by the motto ‘Change through culture — Culture
through change' the City of Essen, representing the
entire Ruhr Area, submitted its candidacy for nomination
as European Capital of Culture 2010. In contrast to
other cities which have grown and developed over cen-
turies, the area between the rivers Ruhr, Emscher and
Lippe is a truly decentralized urban phenomenon, which

is characterized by its diversity and ongoing changes.

The origins of the close allegiances that exist within the

Ruhr Area go back to its common industrial past. In just

150 years, the region merged into a gigantic industrial

conglomeration. Heavy industry has had a major impact
on the region. Workers from many European countries
settled in the Ruhr Area and shaped its identity as an
international and multi-cultural region. However, during
an unprecedented structural transformation within the
region, the Ruhr Area, which used to be one of the
biggest industrial regions in Europe with numerous coal
mines and coking plants, has become a modern service
and academic center. The Ruhr Area had to redefine its
identity following the decline of heavy industry. Today, the
industrial past is the cultural heritage of the Ruhr Area,

giving it a special appeal.

Essen — auf dem Weg zur Kulturhauptstadt

Unter dem Motto \Wandel durch Kultur - Kultur durch
Wandel* ist Essen - stellvertretend fir das gesamte
Ruhrgebiet mit seinen 53 Stéadten und Gemeinden -
fir die Wahl zur Kulturhauptstadt Europas 2010 ange-
treten. Im Gegensatz zu traditionell gewachsenen
Stédten ist die Region zwischen Ruhr, Emscher und
Lippe ein auBergewdshnlicher urbaner GroBraum =

dezentral, vielseitig und stidndig in Bewegung.

Basis der engen Verbundenheit im Ruhrgebiet ist die
gemeinsame industrielle Vergangenheit, die in nur
150 Jahren ein riesiges Industrieareal hervorbrachte.

Die Montanindustrie hat diese Region grundlegend

geprégt: Arbeitsmigranten aus allen européischen
Landern haben sich hier angesiedelt und dem Ruhr-
gebiet eine internationale, multikulturelle identitat
verliehen. Doch aus einer der gréBten Industrieregionen
Europas, mit ihren zahlreichen Zechen und Hochsfen,
hat sich im Rahmen des Strukturwandels eine moderne
Dienstleistungs- und Wissensgesellschaft entwickelt.
Mit dem Untergang der Montanindustrie musste sich das
Ruhrgebiet neu definieren. Als kuiturelles Erbe prégt die
industrielle Vergangenheit noch heute diese Region und
verleiht ihr den besonderen Charme.

Das einstige Industrierevier hat schlielich die Wandlung

hin zu einer vielseitigen Region mit einem auBergew&hn-




The former industrial region has now become a diverse
region with many facets, offering a unique variety of arts
and cultural activities. There is hardly a region in which
visitors can experience such a vast variety of events as
that offered by and within the Ruhr Area. The present-day
plethora of cultural institutions is the result of a rapid pro-
cess of development: until the end of the 19" century, the
region was culturally barren. Opened as late as in 1882,
the Grillo Theater was the first theater in the entire region.
This was foliowed by numerous theaters, museums and

concert halls, which now stand for the cultural diversity

and quality of the Ruhr Area. The entire region, represented

lichen Reichtum an Kunst und Kultur volizogen. In kaum
einer anderen Region kdnnen Besucher ein so kompak-
tes Veranstaltungsprogramm erleben wie im Ruhrgebiet.
Dabei ist die heutige Vielfalt kultureller Institutionen das
Ergebnis einer rasanten Entwicklung, denn bis zum Ende
des 19. Jahrhunderts war die Region kulturelles Brach-
land. Erst 1892 wurde mit dem Essener Grillo Theater das
erste Stadttheater gegriindet, und in den darauffolgen-
den Jahren entstanden zahireiche Theater, Museen und
Konzerthauser, die die kulturelle Vielfalt und Qualitat des

Ruhrgebiets begriinden.

by the City of Essen, will endeavor to present a unique
variety of cultural events to its visitors in 2010.
Hypothekenbank in Essen AG, together with a number of
well-known companies, supports the City of Essen on its
way to becoming the European Capital of Culture, by

supporting the project ‘Essen for the Ruhr Area’

Als Kulturverbund will sich das Ruhrgebiet mit seiner
Bewerberstadt Essen im Jahr 2010 seinen européischen
Nachbarn mit einem eindrucksvollen Kultur- und Gastpro-
gramm préasentieren. Auf dem Weg zur Kulturhauptstadt
Europas begleitet die Hypothekenbank in Essen AG -
zusammen mit weiteren namhaften Sponsoren/Unter-

nehmen - das Projekt ,Essen flir das Ruhrgebiet®.




Accommodation Ubernachtungsméglichkeiten

In folgenden Hotels sind Zimmerkontingente fiir Sie
reserviert. Gerne buchen wir fiir Sie (siehe Anmeldung).
Ein Bustransfer zwischen den Hotels und dem Veran-

Room contingents for the conference participants
have been reserved in the hotels listed below. We are
happy to book a room for you (see registration form for
further details). There will be a bus transfer from the staltungsort wird eingerichtet.

hotels to the venue and back.
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Hotel Arosa

Rittenscheider Strafe 149
45130 Essen

Tel: +49 (0) 201 72 26-0
Fax: +49 (0) 201 72 26-100

70 Rooms | 70 Zimmer
Single Room €45 per night | EZ: € 45 pro Nacht
Al prices including breakfast | Alle Zimmer inkl. Frihstiicksbuffet

Barel Essenef LT |

Hotel Essener Hof r} .
TeichstraBe 2

45127 Essen

Tel: +49 (0) 201 24250
Fax: +49 (0) 201 242 57 51

60 Rooms | 60 Zimmer
Single Room € 92 per night | EZ: € 92 pro Nacht
All prices including breakfast | Alle Zimmer inkl. Frihsticksbuffet

Mévenpick Hotel

Am Hauptbahnhot 2

45127 Essen

Tel.: +49 (0) 201 17080
Fax: +49 (0) 201 1708173

100 Rooms | 100 Zimmer
Single Room €83 per night | EZ: € 83 pro Nacht
breakfast € 14 | Frihstick € 14

Scandic Hotel
Theodor-Althotf Strale b
45133 Essen

Tel.: +49 (0) 201 76 93-179
Fax: +49 (0) 201 76 83-143

100 Rooms l 100 Zimmer
Single Room €98 per night | EZ: € 99 pro Nacht
Al prices including breakfast | Alle Zimmer inkl. Friihsticksbuffet

Sheraton Hotel
Huyssenallee 55

45128 Essen

Tel.. +49 (0) 201 10070
Fax: +49 (0) 201 1007777

80 Rooms |80 Zimmer
Single Room €151 per night | EZ: € 151 pro Nacht
All prices including breakfast | Alle Zimmer inkl. Friihsticksbuffet




Please return by fax to Hypothekenbank in Essen AG:

Hypothekenbank in Essen AG Fax: +49 (O) 2018135-469

Public Relations Management You may also register on our website
Gildehofstrasse 1 www.essenhyp.com or by sending an
45127 Essen e-mail to info@essenhyp.com
Germany

For further information please call:
Tel.: +49 (0) 20181 35-8345 or-337

Mr/Ms: First Name: Surname:

Position: Department:

Company: Business Sector:

Address:

Telephone: Fax: L
E-mail: Signature: o

| will attend the dinner on June 15, 2005

| would like to attend the following lectures on June 16, 2005
(Please tick — essential for allocation of seats)

Room 1 Room 2 ' Room 3
09.15-09.30 h 0 i -
09.30-10.45 h ' |
11.00-12.00 h O O [
13.30-15.00 h | ]
15.15-16.10 h 'O ] ] B
16.15-16.45 h L] D N
16.50-17.30 h O ] O
17.30 -18.15 h M 0 0
I will join the following evening event on Thursday, June 16, 2005
A: Oldie Party [:] B: From Opera and Concert
Enjoy the band ‘Die Zwei' and a dinner buffet ‘A Midsummer Night's Dream’ with the EurOrchestra
in the Foyer of the Messe Essen Siid in the Hall ‘Europa’ of the Messe Essen/

Congress Center West
Please book the following room(s) for me:
Hotel: [ ] Hotel Arosa [] Smoking [] Non Smoking
] Hotel Essener Hof Arrival/Departure: | ]

D Mdovenpick Hotel Number of Nights: L____]
] Scandic Hotel
] Sheraton Hotel




Bitte ausgefllt per Post oder Fax an die Hypothekenbank in Essen AG senden:

Hypothekenbank in Essen AG Fax: +49 (O) 20181 35-469

Public Relations Management Anmeldung auch lbers Internet
GildehofstraBe 1 méglich unter www.essenhyp.com
45127 Essen oder per E-Mail: info@essenhyp.de

Deutschland
Weitere Informationen erhalten Sie unter:
Tel.: +49 (0) 201 81 35-3 45 oder -337

Herr/Frau: Vorname: Nachname:

Position: Abteilung:

Firma: Geschéftsbereich:

Adresse: =
Tel.: Fax:

E-Mail: Unterschrift:

[ Ich nehme an dem Dinner am 15.6.2005 teil.

Am 16.8.2005 méchte ich folgende Vortrdge héren:
(Fiir eine effektive Raumplanung bitte unbedingt ankreuzen)

Raum 1 Raum 2 Raum 3
09.15-09.30 Uhr (]
09.30-10.45 Uhr O
11.00-12.00 Uhr ]
13.30-15.00 Uhr O
L]
L]
]

15.16-16.10 Uhr
16.15-16.45 Uhr
16.50 - 17.30 Uhr
17.30 - 18.15 Uhr 0

(I I B
l

O

oy g

Ich werde am Donnerstag, den 16.6. 2005, an folgender Rahmenveranstaltung teilnehmen:

[ ] A: Oldie Party [T] B: Aus Oper und Konzert
Mit der Band ,Die Zwei* und einem Buffet ,Sommernachtstraum* mit dem EurOrchestra
im Foyer der Messe Essen Siid im Saal Europa der Messe Essen,

Congress Center West

Bitte buchen Sie folgendes Zimmer flir mich:

Hotel:  [_] Hotel Arosa [] Raucher [ ] Nichtraucher
[] Hotel Essener Hof von - bis: !
(] Mévenpick Hotel Anzahl der Nachte: l:

D Scandic Hotel
D Sheraton Hotel




For further information Fir weitere Informationen

Hypothekenbank in Essen AG « Public Relations Management » Gildehofstrasse 1 + 45127 Essen « Germany
Tel.: +49 (0) 201 81 35-345 0r-337 « Fax: +49 (0) 201 81 35-469 « E-mail: info@essenhyp.com + www.essenhyp.com

Venue Veranstaltungsort

Messe Essen
Congress Center West » Norbertstrasse » 45131 Essen « Germany

Tel.: +49(0)2017244-282 « Fax: +49(0)2017244-500

The Capital Market Conference will take place in the Congress Center West in the
premises of the ‘Messe Essen’.

Die Kapitalmarktkonferenz findet im Congress Center West der Messe Essen statt.

Please follow the signs ‘Messe' Parking spaces
for conference participants are available in the
parking garage P6.

Bitte der Beschilderung ,Messe" folgen.
Im Parkhaus P6 sind Parkplétze reserviert.
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dirk.chlench@essenhyp.com

Tel.: +49 02 01/81 35-4 42
Fax: +49 02 01/81 35-1 42

Editorial

Dear Business Colleagues,

In defiance of all prophecies of doom, U.S. economic growth shows no signs of cooling down.
Last year the U.S. economy grew by 4.4%. Facing this, the Federal Reserve is slowly taking
its foot from the accelerator. Since June last year the Federal Reserve has spiraled up its key
interest rate from 1.0% to 2.5% in six steps. Despite this tightening of the monetary reins the
U.S. bond market was mainly friendly. Alan Greenspan himself, president of the Federal
Reserve, called this divergent development a conundrum. In this publication I would like to
point out and evaluate the attempts by market participants to explain the persistently low U.S.
bond yield level.

[n the euro area economic growth is not quite gaining momentum. Thus, I assume that the
European monetary watchdog will not raise intefest rates this year despite of its noticeable
bias to tighten monetary policy. In contrast: In the absence of any inflation dangers, an interest
rate cut is still in limbo. In this context it is quite conceivable that the decoupling of the
domestic bond market from the oversea's bond market, which could be observed in recent
months, will continue. In Germany yields on outstanding bonds have dropped to 3.3%
recently, a rate that was last seen at the time of the gold standard during the time of the

German Kaiser.

The Japanese upswing lost considerable momentum last year. Within two quarters aggregate
demand even shriveled. I am of the opinion that this was only a short growth pause, and that
the Japanese economy is already back on track for a sustained expansion.

>

Dirk Chlench

March 2005 - Hypothekenbank in Essen AG Economic Reseach
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United States of America

Economy alsc runs without doping

The U.S. economic growth rate of 4.4% in the past year was not only the highest among the
G7 countries but it even slightly exceeded the rate of Ireland, which has the top position in
the euro area. Nevertheless, the swan song sung by the capital market participants for the
U.S economy is not quite fading away. The scaremongers have been arguing for an
imminent economic growth slump since the U.S. upswing started at the beginning of 2002.
Previous theses of the pessimists, such as the forecast of a long-lasting foundering of invest-
ment expenditures due to underutilized capacities, have been disproved by the actual deve-
lopment. Investment in equipment and software has, on average, grown by an annual rate of

around 13% in the past eight quarters. Currently the scaremongers argue for the following:

° The U.S. labor market sitnation is in fact worse than the suggested increase
in the published payroll employment figure: The U.S. Department of Labor
conducts a monthly employment survey among more than 160,000 businesses and
government agencies covering 400,000 individual establishments and draws con-
clusions on the total payroll employment figure from this sample. Due to the fact
that within this sample establishment openings appear with a certain time lag only,
the U.S. Department of Labor each month estimates a so-called "Net Birth/Death
Adjustment" by means of complex statistical methods. The scaremongers now
misleadingly put in contrast the absolute level of these adjustment figures to chan-
ges in total payroll employment. The question as to whether they do this cons-
ciously or unconsciously must be left open. This evokes the impression that the
rise in employment can only be traced back to the formation of these adjustment
figures. In fact, from February 2004 to February 2005 the published non-seasonall-
ly adjusted employment figure rose by almost 2.4 million jobs, while the adjust-
ment figure for the same period decreased by 15,000. To this extent the assump-
tion that payroll figures are biased upwards due to the adjustment is wrong.
However, even in the event of an overstatement, this would not be permanent,
because the results of the establishment survey are reconciled with the employ-
ment data of the unemployment insurance once a year. Moreover, other indicators
as well point towards a noticeable recovery in the U.S. labor market. Hence, initial
claims for unemployment benefits dropped to the lowest level in four years.
Against the background of excessive income tax revenues Joseph LaVorgna, Chief
U.S. Fixed Income Economist at the Deutsche Bank, is even of the opinion that
the published U.S. payroll figures are understated, rather than overstated.

° Upswing will come to an emd with the expiry of tax bemefits: This argument
fails to recognize that the ratio of tax payments of private households to personal
income has been quite constant for more than a year now. Private consumption
however rose by a rate of 3.8% last year. Special write-off possibilities for corpo-
rate investment expired at the end of last year only, but orders for capital goods
(less aircraft), having risen by 2.9% in January 2005 compared to the previous

Editorial
->United States
Euro Area
Japan
Consensus
History
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month, as well as several survey results do not indicate a slump in investment
expenditures for this year.

Tax Payments as a Percentage of Personal Income
(aeeonally agjusnd monthly data)

1990 1981 1992 1993 1994 1995 1996 18687 1998 1999 2000 2001 2002 2003 2004 2005

Sources: Global Insight, U.S. Department of Commerce

March 2005 - Hypothekenbank in Essen AG

° Rising interest rates will cook the economic goose: Most of the time this argu-
ment conceals the view that the refinancing of homes, which is common in the
United States, still boosts private consumption. In the U.S. home owners replace
their old loans on homes by taking on new loans with lower interest rates and thus
reduce their monthly installments. In addition to that, home owners, who want to
refinance their homes, use the current bullish home market to increase the amount
borrowed on their homes. According to the Federal Reserve, in the past the addi-
tional liquidity generated through these higher borrowings was in 16 out of 100
cases used for private consumption. Thus, there is no question but that U.S, econo-
mic growth was, in the past, strongly stimulated by these refinancings. But in ana-
logy to the argument of expiring tax benefits it is obvious: the flood of refinancing
has long ebbed away. The Refinance Index of the American Mortgage Association
reached its historic peak of close to 10,000 at the end of June 2003, in recent
months however the index has varied around the 2,000 mark. Also the objection of
the pessimists that in recent months the portion of mortgage loans with adjustable
interest rates has grown and, thus, rising short-term interest rates will hit the home
owners hard, is not convincing. According to Ben Bernanke, Governor of the
Federal Reserve, 85% to 90% of home loans have fixed mortgage rates. Moreover

Editorial
—United States
Euro Area
Japan
Consensus
History

Imprint
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Editoriai
- United States

it can be assumed that in their calculations home owners, who contracted adjusta-

ble rate refinancing, have taken into account the increasing short-term interest Euro Area

rates. The Fed repeatedly communicated that it will continue to increase its key Japan

rate at a moderate pace.
Consensus
History
Imprint

Index

MBA-Refinance index
March 16, 1690=100 (momnalty pdjusted weekly duta)
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Source: Global Insight

The fact that wages and salaries recently rose by 5.8%, compared to the previous year, pro-
ves the upswing's sustainability, and thus private consumption does not require further
impulses via monetary and fiscal policy. The improved financial situation of private house-
holds can also be seen in the lowest level of the consumer credit delinquency rate in 9 years,
which was reached last year. Another support for private consumption is the rise of private
households' net wealth to the record level of close to 47 trillion U.S. dollars in the third
quarter of last year. This amount corresponds to 5.4 times the disposable income of private
households. The pessimists' prompt reply to this argument is that this rise in net wealth is
due only to a bubble in the residential real estate market which is about to burst. A recently
published study conducted by the Federal Reserve Bank of New York, however,
(http://www.newyorkfed.org/research/epr/04v10n3/0412mcca.html) comes to the conclusion
that no indications for a nationwide speculation bubble are visible. The strong rise in home
prices is seen in accordance with the increase in personal income and decline in mortgage

rates. Moreover, expectations of rapid price increases do not appear to be a major factor

March 2005 - Hypothekenbank in Essen AG Economic Reseach
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Editoriaf
- United States
Euro Area
behind the strong housing market. If the Bush administration can accomplish its plan to per-
. . . . Japan
manently put into force the already reduced income tax rates, this will boost the consumers
intention to buy even more. Consen sus
History
The outlook for investment in equipment and software is very good as well. Companies Imprint

sales prospects will primarily be fostered by healthy domestic demand. [n addition to that,
the weakness of the U.S. dollar improved U.S. companies' price competitiveness on world
markets. Furthermore, corporate profits have recovered considerably, commercial banks are
loosening their standards for loans significantly and interest rate spreads between corporate
bonds and U.S. government bonds are rather narrow. The financial situation of companies
has, up to now, improved by so much that increasing corporate investment can be financed
exclusively by their cash-flow. Due to the fact five years have passed since the change to the
year 2000 caused an investment boom in IT equipment and software, investments for repla-
cements are overdue now. It can be assumed that investment in equipment and software will
increase by an annual rate of around 10% on average in the period under review.
Furthermore it has to be taken into account that inventory investment will also contribute
considerably to economic growth, caused by the fact that the inventory/sales-ratio is at an
historical low. Triggered by the weak economic growth of their trading partners, U.S. net
exports deficit will indeed continue to widen. Given, however, that the widening U.S. net
export deficit is set to lose momentum, due to the U.S. dollar depreciation, it will present a
weaker growth burden than in the previous years. Against the background of these argu-
ments, this and the next year economic activity will grow by more than the, once again,
increased estimate for the potential growth rate. The annual growth rate in labor productivity
increased by an average of 1.8% between 1990 and 1994 and an average of 2.0% between
1995 and 1999 up to 3.6% on average in the years from 2000 to 2004, This significant acce-
leration of potential growth in productivity has to be seen against the background of the U.S.
economy battling against various adverse conditions since 2000, such as the burst of the spe-
culation bubble at the NASDAQ, several accounting scandals, the {raq war and the jump in
oil prices, and is, as a result, so much more impressive. In so far I have the opinion that the
estimate of slightly more than 3.5% for the annual GDP growth potential is justified given
that the labor force grows by round 1.0% per year. This and next year GDP will grow by
round 4.0% each year.

Slow increase of inflationary pressure

The year-on-year change rate of the CPI rose from 2.0% in January 2004 up to 3.6% in
November 2004 before dropping back to 2.9% in January 2005. This accelerated price
increase can be primarily contributed to last year's record oil prices. But also the year-on-
year change rate of the CPI less energy shows, even if it is less steep, a rise from 1.5% in
January 2004 to 2.3% in January 2005. In the short run within the early stages of the produc-
tion chain upward pressure will be exerted on the consumer price inflation rate, e.g. in
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January 2005 producer prices for finished goods rose by 4.3% and import prices by 6.0%
respectively in year-on-year terms. Against the background of the strong domestic demand it Japan
is likely that companies can at least partly pass these cost increases onto consumers. Hence, Consensus
the recent economic report of the Federal Reserve, the so-called "Beige Book", states that in History
some districts companies regard it as always easier to shift increased costs onto consumers. imprint

The main argument for the forecast of moderate increase in consumer inflation consists in
the expected rise in unit labor costs. In the past year unit labor costs rose slightly after they
had decreased in the two preceding years due to fulminate gains in productivity. Regardless
of the increased trend growth in labor productivity, that took place in the framework of the
technological revolution in the information technology sector, a cyclical slowing in producti-
vity growth is to be expected anyway for the forecast period. The revival in the labor market
will additionally come along with faster growing wages. Moreover, the actual situation in
the labor market is possibly tighter than suggested by the current unemployment rate of
5.4%. While from February 2001 to May 2003 the number of jobs in the manufacturing
industry dropped by almost 2.5 million, in the economy as a whole a drop of round 2.7 mill-
lion was recorded. Thus, almost the entire job reduction in the observation period is accoun-
ted for by the manufacturing industry, although this economic sector merely accounted for
nearly 13% of all jobs in February 2001. Job reduction in the manufacturing industry conti-
nued until the beginning of 2005, in spite of the general labor market recovery already
taking place since the second half of 2003. For that reason it is easy to draw the conclusion
that a certain portion of the unemployed possess specific skills and knowledge, which are no
longer required in the general recovery of the labor market. Despite this possibly more tight
situation in the labor market, the anticipated economic growth will only lead to a slow clo-
sing of the output gap due to the high GDP trend growth and, thus, exert only a moderate
upward pressure on consumer prices. Caused by basis effects the inflation rate will thus fall
to a year-on-year change rate of 2.0% in June of this year. Afterwards a moderate upward
trend will start again, The average CP] growth rate for 2005 will be at 2.4%, next year the
rate will be 2.7%.

Federal Reserve raises key rates without a pause

The Federal Open Market Committee of the U.S. Federal Reserve decided on hikes of 25
basis points to the Fed Funds target rate at every meeting since last June. The last key rate
hike to 2.5% was agreed on in February this year. And the Federal Open Market Committee
meets seven more times this year. According to my forecast, the Federal Reserve will raise
its key interest rates by 25 basis points at each of these meetings, so that at the end of this
year the target rate will be at 4.25%. The economists surveyed by Bloomberg at the beginn-
ning of March 2005 expect, on average, a weaker tightening of the monetary reins, their
consensus forecast is a Fed Funds target rate of 3.75% at the end of this year. On the money
market a tightening to about 3.65% only is anticipated for the end of the year. However, up
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to now the Federal Reserve did not give any hint of a pause in the succession of key rate
increases. In the minutes of the February meeting the central bank clearly points out that Japan
corporate business expectations obviously improved. According to the view of the committ- Consensus
tee members the inflation expectations are indeed well founded, but they were concerned History
that a possible slowing of productivity growth would result in rising unit labor costs. One i int

mprin

member of the Federal Open Market Committee even questioned whether an under-utiliza-
tion of capacities really exists in the U.S. economy when taking into consideration the
doubtfulness of the potential growth estimates.

If my economic growth and inflation forecast proves true, the Federal Reserve will be bak-
ked in their position that the still relatively low key rate - despite the already executed key
rate hikes - cannot be reconciled with real economic development. For that reason next year
the Federal Reserve will decide on further key rate hikes, resulting in a Fed Funds target rate
of 5.0% at the end of next year.

The conundrum of the low U.S. bond yield level

Despite sustained strong economic growth and rising money market rates yields for long-
term U.S. government bonds were on the decline in the past quarters. Although the Federal
Reserve started its key rate hikes at the end of June 2004, yields for 10-year U.S. govern-
ment bonds dropped from 4.87% in mid-June last year to a low of 3.97% in mid-October
last year. This year in February yields for 10-year U.S. Treasury Notes fell again temporarily
below the 4.0% mark, whereas in the middle of March this year yields were at round 4.5%.
It was Alan Greenspan, the president of the Federal Reserve Bank himself, who called the
development in the bond market a conundrum. In his testimony held before the U.S.
Congress in the middle of February he stated: "For the moment, the broadly unanticipated
behavior of the world bond markets remains a conundrum." In the capital markets various
more or less convincing explanations for the low yield level can be heard:

° First and foremost the frequently heard argument is that the Asian central banks
reinvest the dollars generated by foreign exchange market interventions in the U.S.
bond market and thus push yields to this extraordinary low level. Statistics given
by the Federal Reserve about U.S. government bonds held for official foreign
institutes (in other words; central banks) at the Federal Reserve show a rise by 196
billion U.S. dollars for 2004. But the assumption of a major considerable yield-
decreasing effect on U.S. government bonds is opposed by the fact that last year
the yield spread between corporate and government bonds did not widen, but narr-
row. The supposition that purchases by foreign central banks depressed the yield
level of the entire U.S. bond market is absurd when taking into account its size of
close to 36 trillion U.S. dollars. Another counter-argument to mention is that in the
first half-year of 2004 central banks did 75% of all their U.S. government bond
purchases for that year. In this period, however, yields showed an upward trend. In
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the second half of the year, in contrast, the friendly bond market was accompanied Japan

by fewer purchases by official foreign institutes. P
Consensus

° Secondly, it can often be heard that U.S. companies prefer keeping high liquidity, History

rather than investing, and thus are no longer borrowers. This argumentation is in imprint

so far correct that in recent quarters companies, as mentioned above, were able to
finance their increased investment activity themselves from cash-flow. Against the
background of my expectation of a continuously strong investment demand and
the expiry of special write-off possibilities, companies will however again demand

more capital in the coming quarters.

° Thirdly, it can be heard that the aggregate savings rate of the United States is
quite low, whereas the rest of the world disposes of abundant savings. Thus, for
example, yields for long-term government bonds in the euro area, Japan, Hong
Kong, Canada, Sweden, Denmark and Switzerland are even lower than those of
comparable issues of the U.S. Treasury. For that reason one can argue that a low
world capital market interest rate also pushes the U.S. yield level.

° Fourthly, the Federal Reserve changed its communication policy in so far that,
for example, minutes about Federal Open Market Committee meetings are publis-
hed with a time delay of only three weeks. As a result capital market participants
consider themselves as able to better anticipate future key rate changes. This sub-
sequently leads to a drop of the risk premium for holding long-term bonds.

° Fifthly, according to an article published in the Wall Street Journal several
employees of the Federal Reserve in particular have the opinion that a U.S. yield
level of 4.0% can be deemed as adequate against the background of the low infla-
tion rates in the past years. Hence, not only the long-term inflation expectation but
also the inflation uncertainty premium implicitly included in the bond yields may
have dropped. In this context the development of bond yields in the period bet-
ween 1960 and 1965 is worth mentioning. At that time as well, bond yields varied
in an environment of low but constant inflation rates around the 4.0% mark. In the
years from 1953 to 1972, shortly before the first oil price crisis, the real interest
rate for 10-year government bonds, calculated as nominal interest rate less actual
inflation rate, was on average 2.1% only. Since the beginning of the new millenn-
nium the ex-post real interest rate is calculated at again slightly over 2.0%.
According to the bond bulls' argumentation the low ex-post real interest rate of
then and now is to be contributed to the fact that the inflation risk premium, which
is still implicitly implied in the real interest rate, that is calculated like this, has
decreased due to sustained low inflation rates. The analysis of the Livingston sur-
vey, conducted by the Federal Reserve Bank of Philadelphia since 1946, in the fra-
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mework of which, inter alia, inflation forecasts of U.S. economists are called for,
shows that until the beginning of the 1980s inflation forecasts of economists main-
ly anticipated lower inflation rates than those that finally materialized. Using these
inflation forecasts an average ex-ante real interest rate of 3.0% can be calculated
for the above mentioned period of 1953 to 1972, thus being almost a percentage
point higher than the above calculated ex-post real interest rate of 2.1%. These
results are in concordance with a former study conducted by the Federal Reserve
Bank of St. Louis (William G. Dewald, Bond Market Inflation Credibility, in
Monetary Trends, February 1998). The author estimates the implicit inflation pre-
mium of bond market participants for the following five years as the difference
between the 5-year average of yields for 5-year U.S. government bonds and the
10-year average of GDP growth. He concludes that in the 1950s and 1960s an
inflation premium was not included in the bond yields, although the average annu-
al inflation rate in the period mentioned was around 2.0%. Bearing in mind their
experiences concerning the two oil price crises in the 1970s, today's bond market
players are additionally aware of the possibility of a rising wage-price spiral
caused by exogenous price shocks - an experience that capital market participants
of the 1950s and 1960s consequently were not able to make. It is rather to be assu-
med that in the collective memory of this time, the memory of the deflation taking
place during the world economic crisis was still present. In opposition to this the-
sis of a significant drop of the inflation premium is additionally the fact that yields
for the inflation-linked U.S. government bonds (TIPS) introduced in 1997 have
been falling for a fairly long time now. TIPS-investors carry no inflation risk
because coupon as well as the redemption amount of these government bonds are
adjusted to the development of inflation. Thus, a fall of (real) yields of inflation-
linked U.S. government bonds cannot be traced back to the fading inflation pre-
mium, because this must be zero for TIPS from the first moment. The currently
low yield level must thus have other reasons.
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° Sixthly, the anecdotal information gained during various discussions give reason
for me to suggest that quite a few bond market participants may doubt the validity
of the U.S. economic data. My view is that German investors in particular see the
U.S. economy in a worse situation than suggested by the official data. Especially
in the run-up to the past U.S. presidential election conspiracy theories boomed. [t
seems to go far beyond the imagination of numerous local capital market players
that the United States, whose people are often regarded as philistine and over-
weight, are able to reach a considerably higher economic growth rate each year
than the continental European countries. But also in the United States the pessi-
mists still seem to come out on top. The economists surveyed by Bloomberg at the
beginning of March 2005 anyhow expect strong GDP growth of 3.7% for this year.
My colleagues in our Treasury Department, however, state to my regret that in the
first instance it is the strategists' elaborations which influence the decisions taken
at trading desks. And these strategists seem to have a much more critical view of
the U.S. prospects than their colleagues from the economic research departments.
The prophecies of doom by Wall Street strategists enraged the Governor of
California Amold Schwarzenegger so much, that in the run-up to the U.S. presi-
dential election he called them "girlie men". The exaggerated economic growth
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pessimism of bond market participants is, in my judgment, the decisive factor for Consensus
the noticeable decrease of real yields. In mid-March 2005 real yields for inflation- Histor
linked 10-year U.S. government bonds were only slightly more than 1.7%. In the y
heyday of the "new economy” in the years 1999 and 2000, real yields in tur Imprint

varied around the 4.0% mark. U.S. economic growth in the past year reached at
4.4% almost exactly the rate realized in 1999. In order to give an idea of how the
mood could change: 10-year U.S. government bonds yielded 6.41% at the end of
1999. [ should stop short of going so far, but I penciled in a forecast of 5.3% for
10-year U.S. Treasury Notes yields at the end of this year. For next year continu-
ously rising U.S. yields can be expected again.

United States - Economic Growth and Interest Rate Forecast

indicater in % 2002 2003 2004 2645 LU
Gross Domestic Product * 19 3.0 44 4. 38
Domestic Demand * 2.5 3.3 4.8 &7 3e
Industrial Production * -0.3 -0.1 4.1 452 34
Consumer Prices * 1.6 2.3 2.7 Z4 z7
Central Bank Rate (Fed Funds target rate) ** 125 1.00 225 433 50
Yieids for 10-Year Government Bonds®® 3.8 4.3 42 sz 58
- Consensus Forecast (Bloomberg)™ 43 ny
- Implied Yields*™* 48 48

o

*change compared o previous year *rate by the end of the year
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Economic growth is neither fish nor fowl

GDP growth in the euro area adjusted for calendar effects accelerated from 0.5% in 2003 to
1.8% in 2004. Thus, GDP growth again stayed below the already low estimate for potential
growth of 2.0% per year for the fourth year in succession. The main reason for this sluggish
growth rate was that private consumption expanded by only 1.1% in an environment of
moderate wage growth and stagnant employment. Moreover, net exports did not grow despi-
te a booming world economy. Against the background of lackluster domestic demand, com-
panies increased their investments by a meager 1.7%. Nor could the most favorable invest-
ment conditions change the situation. The Deutsche Bundesbank stated in its monthly report
of February 2005 that long-term interest rates in the euro area were at the lowest level for
more than 100 years. [n Germany, yields on outstanding debt were at 3.3% each month in
the period from December 2004 to February 2005. Such a low yield on outstanding debt was
last seen - except the 3.3% mark reached in June 2003 - in the year 1896 at the time of the
gold standard during the time of the Kaiser (see interest rate history on page 22). In addition
to that, yield markups for European corporate bonds have leveled off at an historical low
level. Furthermore banks loosened their credit guidelines slightly in recent quarters, states a
survey of the European Central Bank.

Because the euro appreciation was in the second half of 2004 already, the burden on exports
and thus on GDP is decreasing this vear and can, therefore, be seen as a positive aspect. But
it is opposed by the fact that the euro area export activity will be impaired slightly by a
small slow down of world economy following the booming year of 2004. Moreover, the
euro presented itself stronger recently. Thus, the export motor will rather drop down one
gear this year. Domestic demand will not be able to balance out this fall in external demand.
Private consumption will only cautiously grow, caused by wage increases getting slower.
Compensations per employee rose in the third quarter of 2004 by 1.5% compared to the
same quarter the year before - more current data is not available - after having grown by
2.2% in the preceding quarter.

The data for the fourth quarter already published in some member states, as well as the anec-
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dotal information gained through the economic press, suggest that in the euro area wage
inflation is still on the decline. This restrained wage increase will lead to a further rise of
corporate profits, but due to the coincident weak consumption demand it will not trigger an
accelerated investment activity. Corporate sales expectations are the decisive aspect as
regards investment demand. The current economic situation in the euro area, especially in
Germany, reminds one of the investment trap explained by Keynes, which is accompanied
by unemployment coming along with falling wages, prices and interest rates. Textbooks say,
that an increase in government expenditures is a solution to a crisis. However, this exit has
been blocked by the euro area itself with the established Maastricht criteria and the Stability
and Growth Pact. According to OECD data cyclically-adjusted general government balances
will decline from 2.1% in 2004 to 1.8% this year. Or to say it like this: The state is braking
economic growth rather than accelerating it! Caused by this dilemma the euro area economy
will only grow by around 1.5% this and the next year, and thus continuously stay below its
potential growth rate.

ECB key interest rate reduction is still an issue

The annual inflation rate in the euro area for 2004 exceeded, for the fifth time in succession,
the 2.0% mark. Besides fuel price increases tobacco tax hikes in some member states and, in
Germany, also the reform of the health system, contributed greatly to this rise. In February
2005 the year-on-year change rate of the Harmonized Consumer Price Index (HCPI) was
still slightly above the 2.0% mark, the HCPI's change rate less the volatile components of
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energy, food, alcohol and tobacco however was no more than 1.4%. Facing stagnant unit C onsensus
labor costs and an economy continuously growing below potential, the forecast of falling .
inflation rates is also obvious. According to my projection the annual change rate of HCPI History
will approach the 1.0% mark at the end of this year. Anyhow, the ECB still scents inflation Imprint
dangers. Besides the platitude of the future oil price development the risk of possible sec-
ond-round effects on wage claims is mentioned repeatedly. So there is the hope that this
citing of second-round effects is a ritual of the central bank only and not an expression of a
distorted perception of the actual economic situation. The ECB additionally refers repeatedly
to the risk of renewed increases of administered prices and indirect taxes. It cannot be the
duty of the European Central Bank, however, to battle the politically intended price adjust-
ments with a restrictive monetary policy. In that way the ECB would override the decisions
of the democratically elected parliaments. Furthermore, it is in fact the ECB that requests
member states' governments again and again to consolidate their budgets. Because tax reve-
nues are lower, caused by weak domestic demand, the national governments have, due to the
Maastricht criteria and the Stability and Growth Pact, hardly any other choice but to decide
for pro-cyclical tax increases. An ECB reaction consisting of key rate hikes would somehow
magnify the restrictive effect of the Stability and Growth Pact. Since it is also controversial
to use monetary aggregates as an indicator for inflation, the ECB is not able to give a con-
vincing reason for its obvious tendency to increase interest rates.

Against the background of my forecast of falling inflation rates coinciding with moderate
economic growth I expect the ECB to leave its key rate unchanged for this year. Next year
the ECB will bring itself to reduce the key rate by 50 bp to 1.5%. Actually a relaxation in
monetary policy to stimulate the economy does not immediately come to mind with regard
to an investment demand that is hardly elastic in interest rates. But in consideration of the
weakened labor unions and the fiscal policy bound by the Stability Pact the ECB is the only
active player left on the economic field. Thus, in order to compensate for the weaker effect
of monetary impulses, the forecast interest rate reduction by 50 bp will be stronger than
recent ones. Finally, there is also the argument that the ECB is, mantra-like, requesting struc-
tural reforms from the national governments. In so far an ECB key rate reduction could be
understood as a reward and support for the labor market reforms underway in Germany and
Italy, particularly because these reforms, due to the uncertainties triggered that way at the
consumer level, turn out to be an economic growth burden at least on the short run.

Yields in the euro area will hardly follow the U.S. lead

With respect to the expected bear market across the pond the forecast of the local bond mar-
ket seems to be clear: also strongly rising yields. In response to the frequently arising
decoupling theses 1 have alluded repeatedly to the bond market development of 1994. Then
yields for 10-year Treasury Notes and 10-year Bunds soared in tandem by more than 200
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basis points, although inflation was regressing in Germany at that time and the Deutsche
Bundesbank - in contrast to the Federal Reserve- reduced its discount rate by a total of 125
basis points. Scrutinizing the situation of 1994 however reveals, that the ifo Business
Climate Index for West Germany surged in the course of an improved world economy. This
economic recovery had raised interest rate hike speculations in Germany despite three dis-
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count rate reductions conducted by the Deutsche Bundesbank. Yields of Bunds with a remai-
ning maturity of 2 years, for example, soared in the observation period by 145 bp. Therefore
one has to assume that it was not the U.S. bond market lead alone which pushed up yields of
long-term government bonds, but also the upswing of the world economy that resulted in a
recovery of domestic growth prospects. This, in turn, caused the speculation that the
Bundesbank would change to a restrictive policy.

The considerable influence of the domestic central bank policy on yields can additionally be
seen in the close relation between the development of forward rates and the yields for long-
term Bunds. Therefore a decoupling of the German bond market from the U.S. lead would
be possible if money market expectations in the United States and the euro area developed in
different directions. In recent months this has already been proved by the actual German
bond market development. Besides this, in the period from the beginning of 1999 to the
beginning of 2001 the Japanese bond market neither took its cue from the increase of yields
nor the later yield decline in the U.S. In February 1999, in an environment of bank crises
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and deflation, the Japanese central bank had decided on a cut of the target overnight call rate Consensus

to only 0.15%. Against the background of unchanged ECB key rates in this year, yields for History

10-year Bunds should follow the overseas' lead, but markedly weaker, and only reach a level

of 4.2% by the end of 2005. At the end of next year 10-year Bunds will yield 4.2% again. Imprint

Euro Area - Economic Growth and Interest Rate Forecast
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Gross Domestic Product * 0.9 0.5 18 4 )
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Despite an interim setback: third time lucky

Following the burst of the speculation bubble on the stock and real estate markets at the end
of 1989 the Japanese economy twice tried in vain to escape from the vicious circle of ban-
king crisis and economic stagnation. The first attempt of an economic recovery was choked
by a consumption tax hike from 3% to 5%. The second attempt was stopped when the global
IT boom ended, and when a premature key rate increase by the Bank of Japan was made,
which together plunged the Japanese economy into recession. In the second half-year of
2002 the Japanese economy commenced the next startup to escape from the economic malai-
se. In 2003 GDP grew by 1.4% after having decreased by -0.3% the year before. For last
year a GDP growth rate of as much as 2.6% is to be recorded. In the second and third quar-
ter, however, GDP regressed by -0.3% each in quarter-on-quarter terms. When strictly using
the Anglo-Saxon rule of thumb the Japanese economy thus fell back into recession. But for
the fourth quarter of 2004 the Japanese government again reported a growing, even if con-
ceivably low, gross domestic product, and GDP was 0.1% higher than in the previous quar-
ter. Economic growth data for the beginning of this year, however, suggests a significantly
accelerated growth. In January 2005, for example, industrial production increased by 2.5%
compared to the month before. Department store sales rose for the first time in eleven
months in year-on-year terms. In addition to this economic growth news, mainly the follo-
wing arguments suggest that last year's pause in economic growth will not signal an end of
the economic flash in the pan.

° Firstly, balance sheet adjustment by Japanese companies and commercial banks
has made much progress, if not already finished. Corporate debt either in relation
to GDP or corporate profits, has been reduced significantly. Consistent with this is
the continuously declining number of corporate insolvencies. In February 2005 the
number of insolvencies was almost 13% below the level of the same month last
year. Therefore corporate profits, which accelerated last year by almost 28%, will
hardly be used for paying back debts, but increasingly for financing investments.
These corporate decisions are in line with the beliefs of global investors.
According to a survey by the investment bank Merrill Lynch, fewer and fewer
fund managers expect companies to use the inflow of funds for balance sheet
adjustment. The situation of the Japanese banks has markedly brightened as well.
In the period from March 2004 to September 2004 the number of non-performing
loans dropped by 2.8 trillion yen to 23.8 trillion yen, according to information
from the Financial Services Agency. This corresponds to just 3% of the aggregate
balance sheet amount of the Japanese banking system. Hence the objective of the
Japanese government to reduce the amount of non-performing loans from 8.4% in
March 2002 to between 4% and 5% in March 2005, was achieved faster than
expected. This successful reduction of bad loans has resulted in even small-sized
companies no longer feeling restricted by the unwillingness of banks to grant cre-
dit, says the so-called TANKAN survey. Consistent with this is the slowing reduc-
tion of the credit portfolio of Japanese commercial banks as well. The Japanese
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Central Bank has substantially contributed to overcoming this crisis by not only

operating an extremely expansionary monetary policy, but by directly supporting History
the commercial banks by purchasing their shares as well up to the end of the third Imprint
quarter 2004. The portion of shares in Japanese commercial banks' assets

decreased between December 2002, the start of the Central Bank's stock purchas-

ing plan, and September 2004 from 4.3% to 3.6%, although the Japanese stock

market, taking the Nikkei 225 as the reference value, picked up by 28% in the

same period.

° Secondly, last year economic growth - in contrast to the development in
Germany -not only occurred through the expansion of net exports, but also by cor-
porate investments and private consumption. In the meantime the current upswing
is based on several pillars. Another argument against the 'flash in the pan' thesis is
the fact that, in contrast to past recoveries, the state has reduced its expenditure.

Unemptoyment Rate
% (onzconatly sdjucsd monthiy date}

0,5

0,0 . . " : i i
1950 1954 1958 1962 1966 1870 1974 1978 1982 1986 1990 1994 1938 2002

Source: Bloomberg

° Compared to both recent short-lived recoveries, the unemployment rate this time
is declining; it dropped from its historical peak of 5.5% in January 2003 to 4.5% in
January 2005. This is firm proof that personnel cutbacks have ended. In contrast,
the moving 12-month average of new jobs is steeply increasing and reaching a
new all-time peak every month. This recovery in the labor market, in turn, quicke-

ned the consumer mood.
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Quelle: Global Insight

° Finally, the two most important trading partners of Japan, the United States and
the People's Republic of China, show no indicators for a cooling, in defiance of
all prophecies of doom. This year as well net exports will contribute to GDP
growth, even if to a lesser extent than in previous years.

As a result, this year's GDP growth will only reach a year-on-year change rate of 1.3% due
to a statistical negative overhang, whereas next year the economy will grow by 2.5%.

An end of deflation only in sight for next year

in contrast to previous hopes, Japan has not yet completely shaken off deflation. The
Japanese CPI declined in January 2005 by -0.1% compared to the same month last year.
February's consumer prices in the Greater Tokyo area, which are published one month before
the national data, fell 0.5% below the previous year's level. The Bank of Japan mainly bla-
mes the reductions of telephone and electricity tariffs, resulting from deregulations, for this
CPI decline. Moreover, the year-on-year change rate of domestic wholesale prices dropped
slightly in recent months. Nevertheless, when considering the pick-up of domestic demand,
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next year Japanese deflation will come to an end. The year-on-year change rate of CPI will
be -0.2% this year and +0.3% next year. Caused by the fact that the Bank of Japan repeated-
ly reinforced its intention to keep on with its policy of quantitative easing until the CPI's
change rate is sustained around or above the zero mark, the forecast development of prices
will not induce the Bank of Japan to abandon its policy of quantitative easing before the end
of next year. It can be assumed, however, that the BoJ will reduce its target range for the
outstanding balance of current accounts held at its bank later this year. Since January 20,
2004 this target range for the outstanding balance of current accounts remained unchanged at
30 to 35 trillion yen. Due to the fact that liquidity of the Japanese banking system will
remain fairly high, despite the forecast reduction of the target range, it can be assumed that
money market rates will stay close to the zero mark. But also the final abandoning of the
quantitative easing policy, that is to take place later, will just express a return to the zero-rate
policy which the Bank of Japan initially applied. In the bond market the return of inflation
and the prospect of key interest rates not being at zero in perpetuity, will result in higher
yields. This is even more true because in 2002 the Japanese bond market again started to
react to the development of the U.S. bond market. Yields for Japanese 10-year government
bonds will therefore climb to 2.0% at the end of this year and to 2.5% at the end of 2006.

Japan - Economic Growth and Interest Rate Forecast

Indicator in % 20902 2003 2004 2008 2898
Gross Domestic Product * -0.3 1.4 26 3 -
Domestic Demand * -0.9 0.8 1.9 2 2.4
Industrial Production * -1.2 3.3 53 31 3.8
Consumer Prices * -0.9 -0.2 0.0 5.2 33
Central Bank Rate (Fed Funds target rate} ** 0.1 0.1 0.1 c.1 S
Yields for 10-Year Government Bonds** €.9 1.4 1.4 2¢ 28
- Consensus Forecast (Bloomberg)*™ 17 A
- Implied Yields** 15 1.8

“

wchange compared to the previous year *rate by the end of the year T Ferecast T
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Forecast as of :

Forecast of Euro 3-Months Interest Rate

Institutes

Bayerische L.Bank
Commerzbank
Deutsche Bank
Dresdner Bank
DZ-Bank

HSBC Trinkaus & Burkh.
HypoVereinsbank
INVESCO

LBBW
M.M.Warburg
Morgan Stanlay
NORD/LB

Average
Best Forecast

Lowest Forecast

Legend:

Forecast of Yields for 10-Year Government Bonds

4,13

by the end of June 2005 by the end of December 2005
Jan. 31,2005 Mar 2, 2005 change |Jan. 31,2005 Mar2, 2005 change
2,40 2,40 0,00 2,70 2,70 0,00
2,15 2,15 0,00 2,60 2,60 0,00
2,15 2,40 0,25 2,40 2,70 0,30
2,20 2,20 0,00 2,50 2,50 0,00
2,25 2,25 0,00 2,50 245 0,05
2,15 2,20 0,05 2,00 2,20 0,20
2,50 2,50 0,00 275 2,75 0,00
2,25 2,15 0,10 2,50 2,35 0,156
2,30 2,25 0,056 2,60 2,60 0,00
210 2,10 0,00 2,30 2,30 0,00
2,30 2,30 0,00 2,80 2,80 0,00
2,20 2,20 0.00 2,70 2,50 0,20
2,25 2,26 0,01 2,53 2,54 0,04
2,50 2,50 0,00 2,80 2,80 0,00
2,10 210 0,00 2,00 2,20 0,20
Lowest Forecast Best Forecast

Interest Rate Level at the Raspective Time of Survey
January 31, 2005:  3-Months Interest Rate : 2.12 % Yields for 10-Year Government Bonds: 3.55 %
March 2, 2005: 3-Months Interest Rate : 2.12 % Yields for 10-Year Govemment Bonds: 3.70 %
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by the end of June 2005

Jan. 31, 2005 Mar 2, 2006 change

370

by the and of December 2005
0,20 4,30 4,30
0,20 4,20 4,00
0,00 4,80 4,80
0,30 4,50 4,40
0,15 4,70 4,50
0,00 4,10 4,10
0,10 4,50 3,85
0,10 4,50 4,60
0,10 4,60 4,60
0,00 410 4,10
0,30 4,50 4,30
0,20 4,40 4,20
0,12 443 4,31
0,10 4,80 4,80
0,10 4,10 3,85
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0,00
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0,00
0,10
-0.20
0,00
0,65
0,10
0,00

-0.20
0,20

0,12

0,25
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History of the Interest Rate Development

United States, Germany and Japan

o, History of Interest Rate Development

12 F

10 |

0 . N L . .
1870 1878 1886 1894 1802 1910 1818 1926 1934 1942 1950 1958 1866 1874 1982 1830 1998 2008

|— United States — Germany — Japan
Germany: Yields on Outstanding Bonds

United States: Yields for 10-Year Corporate Bonds, from1953 Yields for 10-Year Government Bonds
Japan: Yields for 7-Year Government Bonds, from May 1980 Yields for 10-Year Government Bonds
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Disclaimer

This report has been prepared and published by Hypothekenbank in Essen AG. It is intended
exclusively for the Bank's professional and institutional customers. The report is based upon
data and information which Hypothekenbank in Essen AG believes to be reliable. However,
no liability is accepted for the correctness or accuracy of the data in question. This report
does not constitute an offer, an invitation or a recommendation for the purchase and sale of
securities and should not be used - either in its entirety or in abstracts - as a basis of infor-
mation in connection with the conclusion of a contract or of any other obligation of any
kind. It is provided exclusively for information purposes. The assessments contained in this
report are our optimum appraisal at a given point in time and are subject to change without
notice. Hypothekenbank in Essen AG accepts no liability for any costs, losses or damages
arising from or in connection with the use of this report or any part thereof.

Copyright: This document or any part of it may only be reproduced or passed on to third
parties with the permission of the Hypothekenbank in Essen AG The Hypothekenbank in
Essen AG shall in no way be responsible if third patties either pass on this document or
arrange for it to be passed on. The views expressed in this report do not necessarily constitu-
te the official opinion of the bank.
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Current Financial and Economic Topics May 11, 2005
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Job Relocation to Eastern Europe - Much Ado about Nothing! =

g
Since last year there has been much talk in the German media about job relocations to %)
low-wage countries. It is a widely held belief that German companies can no longer %
compete with their new competitors from Eastern Europe because of the high wage @
level in Germany. It is true that in Poland, the Czech Republic and Hungary monthly _
wages in the manufacturing sector are four-fifths lower than the German level. m
Manufacturing workers' earnings in the more distant Baltic states are even only around o
one-tenth of their German colleagues. But my internet research, in which I simply put 5
the word "Jobverlagerung" (job relocation) into the search engine, yielded more hits o
with statements by politicians complaining about job relocations, than examples of _
actual relocations. The most vocal politician is the conservative Edmund Stoiber, )
Minister President of Bavaria and chairman of the CSU, the Bavarian sister party of §

the CDU. He stated that Germany would lose 50,000 jobs a month. This adds up to a
dramatic figure of 600,000 job losses a year. However, Angela Merkel, the CDU oppo-

sition leader, said that Germany would lose 1,000 jobs a day, which translates to the
already markedly lower figure of 365,000 jobs a year. But in March 2005 the German
Chamber of Commerce (DIHK) gave a projection, based on a current survey of more

than 7,500 industrial companies about their foreign investment plans, that German
companies will have relocated a total of 150,000 worksites to foreign countries by the
end of 2007. Broken down to an annual figure, the alleged job reductions melt down to
50,000. Unfortunately the actual number of job relocations out of Germany is a conjec-
ture given that no official data is collected. In the United States, however, where there
have been extended mass layoffs, staff members of the U.S. Labor Department inter-
view employers to find out the reason. The official statisticians registered that last year
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the dismissal of 16,073 workers was associated with out-of-country relocations.

This figure corresponds to only 3% of all separations in non-seasonal/non-vacation
extended mass layoff events, according to the U.S. Labor Department. Against the
backdrop of a U.S. civilian labor force of 148 million, the number of 16,073 laid-off
workers appears, in macroeconomic terms, negligible. Nevertheless, each separate case
is a blow for the individual, of course. Tuming back to Germany, Elga Bartsch, Senior
Economist at Morgan Stanley, suggests that job relocations over here are even less
important than in the United States. She backs up her opinion with three arguments:
"In Germany, we would expect IT-enabled offshoring in the service industry to play a
more limited role than in the US due to language barriers. In addition, the smaller
share of low-skilled, low paid jobs in Germany probably limits the offshoring potential
further. In other words, a lot of the jobs that are being offshored in the United States
don't even exist in Germany and probably never have. In addition, the costs of closing
down a business in Germany and relocating it abroad tend to be higher than in the US
because of stricter layoff regulations.” In my view the only way to shed some more
light on this hot issue is to analyze the balance of payments statistics. The few collea-
gues who also scratched their heads about the extent of job relocations have based
their argumentation on the development of outward foreign direct investment (FDI).
This FDI data can be easily downloaded from the Bundesbank's Homepage. However,
German direct investment abroad is also available broken down further into the sub-
groups of equity capital, reinvested earnings, credit transactions of German direct
investors and other investment. It will probably not change the whole story but in the
context of job relocations it seems somehow better to monitor the development of the
balance on equity capital investment. This is the difference between new capital invest-
ment and capital disinvestment. The Bundesbank also provides, on request, a country
breakdown of the balance on equity capital investment abroad.

Hypothekenbank in Essen AG Economic Reseach
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German direct investment abroad: balance on equity capital investment
EUR bn {annual data)
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Chart I - Source: Deutsche Bundesbank

As can seen in Chart 1, the balance on foreign equity capital investment has decreased
markedly from the highs during the new economy era of the late nineties. Last year the
balance between new investment and disinvestment was even negative. Hence, the
often heard assertion that German companies would invest only abroad is completely

false. German companies do not invest at all!

Chart 1 also shows that the balance on equity capital investment in total, and on equity
capital investment in industrial countries are nearly congruent. This leads me to the
assumption that foreign direct investment is driven by the intention of opening up new
markets, rather than reducing overall production costs. However, my thesis is only
roughly in line with the DIHK survey mentioned above. According to this survey
around one third of the industrial companies questioned, indicated that the lowering of
production costs is the aim of their foreign investment plans. Two years ago the
corresponding ratio stood at 42 percent. But my thesis is, in turn, backed by the fact
that the balance on equity capital investment in low-wage countries, such as the East
European EU member states, is very low if compared to the total level of the balance
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on equity capital investment or domestic fixed investment. For example, in 2004
German comparies invested on balance just EUR 1.4 billion in the East European
EU member states. This compares to domestic fixed investment of around EUR 380
billion during the same time period.

German direct investment abroad: balance on equity capital investment
EUR bn (anaual data)

4 —
HEEs B

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

B East European EU member states

Chart 2 - Sources: Deutsche Bundesbank, own calculations

It is quite clear that all the talk about alleged job relocation to Eastern Europe is in
employers' ostensible interest. Their bargaining power has got a lift by the possibility
of credible threats to relocate production to low-wage countries. The most prominent
example was the successful threat by the electro-giant Siemens to relocate their cellu-
lar phone production from establishments in Bocholt and Kamp-Lintfort (North-
Rhine Westphalia) to Hungary. The engineering union (IG Metall) saw no other
choice than to accept an increase of the standard weekly working hours from 35 to
40, without any compensatory payments. Even more, the Siemens management also
pushed through cuts in vacation and Christmas allowances.
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A more recent example again comes from Siemens AG. Jobs at its subsidiary
Siemens VDO automotive AG a supplier of electronics and electrical products to the
automobile industry, are to be relocated from Wiirzburg (Bavaria), to the Czech
Republic. Unless, say the management, employees accept severe cost cutting meas-
ures. An extension of standard weekly hours from 35 to 40, without any compensa-
tion, and the abolishment of paid breaks and shift premiums is on the management's
wish list. Turning back to a macro perspective, the described dwindling power of
employees is reflected in overall waning pay rises. In the third and fourth quarter of

last year, wages and salaries per employee even decreased in year-on-year-terms.
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Chart 3 - Source: Deutsche Bundesbank Chart 4 - Source: Deutsche Bundesbank

The social democrat-led German Federal Government has tried to put Germany
back on its feet solely by supply-side measures, like the so called Hartz IV labor
market reform. This has so far been without any success, if not only the increase
in entrepreneurial and investment income, but in overall national income is
taken as a2 yardstick. Even though both the business elite and the opposition
parties, the conservative CDU and the liberal FDP, admit that the implemented
reforms are 2 first step in the right direction, they both call for more and far-
reaching measures. However, Prof. Bofinger, an economic adviser to the Federal
Government and perhaps successor of the ECB's chiefl economist Otmar Issing,
has compared this general attitude among the business elite with a doctor whe
notices that the prescribed drug does not help his patient, but instead of guestic-
ning the diagnosis simply increases the dese. Nevertheless, most business leaders
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and economists hold the view that the economic malaise in Germany has to beco-
me even more severe before the time is ripe for radical Thatcher-like structural
reforms. But maybe business lezders have already aimed too high. More and
more workers deplore the fact that their wages have been stagnating for years
whereas the compensation for top managers is soaring. Hence, from the workers’
point of view, Franz Miintefering’'s recemt capitalismn criticism hit the nail on the
head. The chairman of Germany's Social Democrat Party (SPD) compared inves-
tors seeking short-term gains to the biblical plague of locusts: "Financial inves-
tors remain anonymous. T hey have no face, they descend upon companies like
locusts, destroy everything and move on". Furthermore, the chairman criticized
the Deutsche Bank's CEQ Josef Ackermann, meanwhile the SPD's favorite
enemy, for dismissing 6,000 employees, despite having made "exorbitant profits".
His party deputy Ute Vogt even urged consumers to boycott companies which
have greatly reduced their staff. What's more, calis for statutory minimum wages
are becoming ever louder. Several polls show that a large majority of Germans
share the view of Mr. Mintefering. This is another sign indicating that the
German people are fair weather fans of a free market economy. Roger Kdppel,
journalist of the Swiss magazine "Weltwocke" got the same impression two years
ago: "The Germans are anti-capitalists at heart. They can’t be and they don't
want to be [capitalists]. Their aspirations rest with the fraternity, with the collecti-
ve.”" Therefore the government's strategy to implement structural reforms in an
economic downturn without support from a countercyclical economic policy is
quite dangerous. The public mood in a severe economic crisis might net change in
favor of Thatcher-like reforms, but be to seek salvation im some kind of socialism.
As it can be excluded that employers will increase hourly wages in order to lift
workers' purchasing pewer, the ECB should take action to stimulate demand and,
thus, help to calm the heated political debate in Germany. Therefore [ share the
view of Mr. Clement, Secretary of Commerce, who recently indirectly called on
the ECB to cut its key interest rates. My bet remains that the ECB will lower its
main refinancing rate by S0 basis peints to 1.5% in the 1st quarter of 2006.

This report has been prepared solely for information purposes. It is not an offer, recommendation or solici-
tation to buy or sell, nor is it an official confirmation of terms. It is based on information from sources
believed to be reliable but no representation is made that it is accurate or complete or that retumns indica-
ted will be achieved. Past performance is not an indicator of future returns. All opinions expressed are sub-
ject to change without notice. This document or any part of it may only be reproduced or transferred to third
partieswith the permission of the Hypothekenbank in Essen AG.
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. Investor relations
Investor Relations

Ratings and Analyses Roadshows

Interest Rate Forecast G3

Interest Rate Forecast The entry of the Jumbo into the international capital markets gave the
Meeting German mortgage banks the opportunity of winning new investors for the

German Pfandbrief at an international level. Essen Hyp reacted promptly
and focussed its internationally targeted funding strategies on investors'
» Roadshows needs. :

Current Financial Topics

Credit Research Since its first international roadshow in October 1997 which went from

London, via Asia, to the United States, Essen Hyp has been presenting
itself and its products on a regular basis to international investors in all
important financial and commercial centers of the world.

Bonds & Notes

Financial Reports

International Real Estate We will continue to commit ourselves to the task of intensifying our close

Finance contact with national and international investors.

Company During the roadshows investors have been asking many questions on, for
example, the German legal system, the distinction between the German

Info Pool Pfandbrief and other products, the quality of our cover fund, etc.
Information on these and other related issues can be found in our

Contact Glossary.

The power point presentation compiled for our roadshow to the Middle
East in February 2005 is available for dowmnload here.

back | Glossary | Print | Sitemap | Imprint | Legal Disclaimer
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Declaration of Compliance with the German Corporate Governance Code pursuant to
Section 161 of the German Stock Corporation Act (44G)

Preliminary remark: The shares of Hypothekenbank in Essen Aktiengesellschaft (hereinafter
also referred to as “Essen Hyp* or the “bank*) are not listed on a stock exchange. At present,
the Hypothekenbank in Essen Aktiengesellschaft has only two shareholder groups:
Commerzbank Aktiengesellschaft, with a majority stake, and the Schuppli Group holding the
remaining shares. This explains why certain legal requirements and stipulations set out in the
German Corporate Governance Code, which are applicable to German listed companies, are
not relevant to Essen Hyp.

Nevertheless, Hypothekenbank in Essen Aktiengesellschaft expressly welcomes and supports
the German Corporate Governance Code and the goals and objectives it pursues. The
Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft complies with
the recommendations of the German Governance Code Commission, announced in the
official section of the electronic Federal Gazette (Bundesanzeiger) on May 21, 2003, except
for those restrictions which relate to the fact that Essen Hyp is not a German listed company
and does not produce consolidated accounts, and except also for the following
recommendations:

Pursuant to Section 2.3.2 the bank shall inform all domestic and foreign shareholders,
shareholders' associations and financial services’ providers, who, in the preceding 12 months,
have requested such notification, of the convening of the General Meeting, and shall provide
them with the convention documents upon request, also using electronic channels. The shares
of Hypothekenbank in Essen Aktiengesellschaft are not listed on a stock exchange.
Hypothekenbank in Essen Aktiengesellschaft has only two shareholder groups: the
Commerzbank Aktiengesellschaft and the Schuppli Group. All shareholders are known to the
bank. This is why Essen Hyp makes use of the simplifications as regards the invitation to and
convening of General Meetings laid down in the German Stock Corporation Act (AkG).
Thus, Essen Hyp does not announce its General Meetings externally, e.g. in the Federal
Gazette (Bundesanzeiger), and, contrary to the provisions laid down in Section 2.3.1, the
agenda and the reports and documents required for the General Meeting are not published on
Essen Hyp’s company website.

Given that both shareholders are represented in the Supervisory Board and in the Presiding
Committee as the committee responsible for the employment contracts of the members of the
Board of Managing Directors, the Supervisory Board does not discuss and review the
structure of the Board’s compensation system as laid down in Section 4.2.2.

Contrary to Section 4.2.4 the information and figures on the compensation of the members of
the Board of Managing Directors are not individualized.

Pursuant to Section 5.3.2 the Supervisory Board shall set up an Audit Committee which, in
particular, handles issues of accounting and risk management. Given that the Supervisory
Board of Essen Hyp is composed of not more than 6 members, the Board refrained from
setting up such an Audit Committee. Risk management issues are the responsibility of the
Risk Committee of the Supervisory Board, which also deals with the bank's market, liquidity,
credit, counterparty and operational risks, as well as with any other risks that do not belong to
any of the mentioned risk categories. Issues relating to the annual audit are addressed by the
Supervisory Board itself.



Due to our bank’s shareholder structure we have refrained from specifying an age limit within
the meaning of Section 5.4.1.

Contrary to Section 5.4.5 the information and figures on the compensation of the members of
the Supervisory Board are not individualized.

Given that all shareholders carrying voting rights are directly or indirectly represented in the
Supervisory Board, conflicts of interest are dealt with exclusively within the Supervisory
Board in accordance with Section 5.5.2. Contrary to Section 5.5.3 the General Meeting is not
informed about such conflicts of interest.

Given that no shares of Essen Hyp are in free flow or listed on a stock exchange, and that the
bank does not have any stock option programs or comparable incentives in place, the
provisions laid down in Sections 4.2.3, 6.6 and 7.1.3 of the German Corporate Governance
Code are not relevant to Essen Hyp.

As long as Hypothekenbank in Essen Aktiengesellschaft compiles its Annual Accounts in
accordance with the provisions of the German Commercial Code (HGB), it will not pass
information to third parties by means of Annual Reports or Interim Reports compiled in
accordance with the International Accounting Standards (IAS), as stipulated in Section 7.1.1.
Apart from the Annual Accounts and Interim Reports, the two shareholder groups of the
company receive additional information during the Supervisory Board meetings, so that the
above reports are not the only source of information avatlable to them.

Essen, March 17, 2005

The Board of Managing Directors The Supervisory Board
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Preamble
Implementation of the German Corporate Governance Code.

The German Corporate Governance Code Commission (the “Code Commission™) set up by
the German government, presented the German Corporate Governance Code on February 26,
2002. This Code of best practice describes key statutory provisions for the management and
supervision of German listed companies and embodies internationally and nationally
recognized standards for good and responsible governance. It is intended to make the German
system of corporate governance transparent and understandable, and also to promote the trust
of international and national investors, customers, employees and the general public in the
management and supervision of listed companies.

The German Corporate Governance Code contains the following three elements:

e apresentation of applicable law

e recommendations of the Code Commission regarding the management and supervision
of companies

e suggestions

This Code of best practice, as amended on May 21, 2003, has been officially published by
the Federal Ministry of Justice, and is complemented by a provision in the German Stock
Corporation Act (4ktG) pursuant to which the Board of Managing Directors and the
Supervisory Board of listed stock corporations (Aktiengesellschaften) are required to declare
every year whether these recommendations were complied with and which recommendations
were not applied (the “comply-or-explain declaration™).

The shares of Hypothekenbank in Essen Aktiengesellschaft (hereinafter also referred to as
“Essen Hyp“ or the “bank®) are not listed on a stock exchange. At present, Hypothekenbank
in Essen Aktiengesellschaft has only two shareholder groups: Commerzbank
Aktiengesellschaft, with a majority stake, and the Schuppli Group holding the remaining
shares. This is why certain legal requirements and stipulations set out in the German
Corporate Governance Code, which are applicable to German listed companies, are not
relevant to Essen Hyp.

Nevertheless, Hypothekenbank in Essen Aktiengesellschaft expressly welcomes and supports
the German Corporate Governance Code and the goals and objectives it pursues. The
Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft (hereinafter
referred to as the “Code”) complies with the requirements set out in the German Corporate
Governance Code, except from those restrictions which relate to the fact that Essen Hyp is not
a German listed company and does not set up consolidated accounts.
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Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft, Essen

The Code clarifies the rights of shareholders who provide Essen Hyp with the necessary
equity capital and bear the entrepreneurial risk. At the same time, it presents the rules set out
in the Articles of Association and the rules of procedure for the Supervisory Board and the
Board of Managing Directors.

Board system of Hypothekenbank in Essen Aktiengesellschaft

A dual board system is prescribed by law for Hypothekenbank in Essen Aktiengesellschaft as
a German stock corporation.

The Board of Managing Directors is responsible for managing the company. Its members are
jointly accountable for the management of the company, whereby the individual members are
responsible for the areas assigned to them within the framework of Board resolutions. The
chairman of the Board of Managing Directors co-ordinates the work of the Board members.
Subject to certain legal provisions, such as Section 15 of the German Banking Act (KWG),
Board resolutions are passed with the majority of votes cast.

The Supervisory Board appoints, supervises and advises the members of the Board of
Managing Directors and is directly involved in decisions of fundamental importance to the
company. The chairman of the Supervisory Board co-ordinates the work of the Supervisory
Board.

Two thirds of the members of the Supervisory Board are elected by the shareholders at the
General Meeting. The two remaining members of the Supervisory Board are staff
representatives who are elected by the bank’s employees at a secret ballot. The chairman of
the Supervisory Board is appointed by the Commerzbank Aktiengesellschaft, being the
majority shareholder. His deputy is appointed by the minority shareholder. Subject to certain
legal provisions, Supervisory Board resolutions are passed with the majority of votes cast. In
the case of a tie — also at elections — the chairman of the meeting has the casting vote. Both,
the representatives elected by the shareholders and the staff representatives are obliged to act
in the company’s best interests.

The company’s accounting follows the ‘true and fair view’ principle and presents a view of
the company’s net assets, financial position and earnings situation that corresponds to the

actual circumstances.

As a rule this Code will be reviewed and, if necessary, adjusted once a year in the light of
national and international developments and changes within the company.
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Shareholders and General Meeting

Shareholders
Shareholders exercise their rights at the General Meeting and vote there.

Each share carries one vote. There are no shares with multiple voting rights, preferential voting
rights (golden shares) or maximum voting rights.

General Meeting

The Board of Managing Directors submits the Annual Financial Statements to the General
Meeting. The General Meeting decides on the appropriation of profit and the discharge of the
acts of the Board of Managing Directors and of the Supervisory Board. It also elects the
shareholders’ representatives to the Supervisory Board and the auditors.

Furthermore, the General Meeting decides on the Articles of Association, the object of the
company, amendments to the Articles of Association and essential corporate measures such as,
in particular, inter-company agreements and transformations and the issuance of new shares,
convertible bonds, bonds with warrants and profit-sharing certificates, or it authorizes the
Board of Managing Directors to issue them with the approval of the Supervisory Board. In
addition, the General Meeting decides on the authorization to purchase own shares.

When new shares are issued, shareholders shall have a subscription right reflecting their
respective share of the equity capital, unless the General Meeting decides otherwise.

Each shareholder is entitled to participate in the General Meeting, to take the floor on matters
on the agenda and to submit materially relevant questions and proposals.

The chairman of the General Meeting shall ensure that the meeting runs smoothly.
Invitation to the General Meeting, Proxies

The Board of Managing Directors shall convene the General Meeting at least once a year,
giving details of the agenda. A quorum of shareholders is entitled to require that a General
Meeting be convened and the agenda extended. The Board of Managing Directors shall not
only make available the reports and documents that are required by law for the General
Meeting, including the Annual Report, during the meeting itself, but also send them to the
shareholders on request.
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2.3.2 The bank facilitates the personal exercising of shareholders' rights and also assists the
shareholders in the use of proxies. The Board of Managing Directors arranges for the
appointment of a representative to exercise shareholders’ voting rights in accordance with their
instructions.

3 Co-operation between the Board of Managing Directors and the Supervisory Board

3.1 The Board of Managing Directors and the Supervisory Board shall co-operate closely to the
benefit of the company.

3.2 The Board of Managing Directors co-ordinates the bank’s business strategy with the
Supervisory Board and discusses the current state of strategy implementation with the
Supervisory Board at regular intervals.

3.3  Pursuant to specific provisions set out in the Articles of Association, by the Supervisory Board
and in the German Banking Act (KWG), transactions of fundamental importance require the
approval of the Supervisory Board. These transactions include decisions or measures which
fundamentally alter the company’s asset, financial or earnings situation, as well as
fundamental credit decisions.

3.4  Providing the Supervisory Board with sufficient information is the joint responsibility of the
Board of Managing Directors and the Supervisory Board.

The Board of Managing Directors shall inform the Supervisory Board regularly, without delay
and comprehensively, about all issues that are relevant to Essen Hyp with regard to planning,
business development, the risk situation and risk management. The Board of Managing
Directors reports on deviations of the actual plans from previously formulated targets,
indicating the reasons for these deviations.

The Supervisory Board specifies the information and reporting duties of the Board of
Managing Directors. The reports of the Board of Managing Directors to the Supervisory Board
are, as a rule, to be submitted in writing. Documents required for decision-making such as, in
particular, the Annual Financial Statements and the Auditors’ Report are, to the extent
possible, forwarded to the members of the Supervisory Board in due time prior to the meeting.

3.5 Good corporate governance requires an open dialogue between the Board of Managing
Directors and the Supervisory Board, as well as amongst the members within the Board of
Managing Directors and the Supervisory Board. The strict observance of confidentiality is of
paramount importance for this.

All Board members shall ensure that the staff members they employ also comply with the
obligation to maintain confidentiality.
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Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft, Essen

As necessary, the Supervisory Board meets without the Board of Managing Directors.

In the event of a takeover bid, the Board of Managing Directors and the Supervisory Board of
the bank as the target company must submit a statement of their reasoned position so that the
shareholders can make an informed decision on the bid.

After the announcement of a takeover bid, the Board of Managing Directors may not take any
actions outside the ordinary course of business that could prevent the success of the bid unless
the Board of Managing Directors has been authorized by the General Meeting, or the
Supervisory Board has given its approval. In making their decisions, the Board of Managing
Directors and the Supervisory Board are obliged to act in the best interests of the shareholders
and of the company.

The members of the Board of Managing Directors and the Supervisory Board shall comply
with the rules of proper corporate management. If they violate the due care and diligence of a
prudent and conscientious member of the Board of Managing Directors or the Supervisory
Board, they are liable to the bank for damages.

The bank has taken out a directors’ and officers” liability insurance (D&O insurance) policy
for the Board of Managing Directors and the Supervisory Board, placed through the majority
shareholder, the Commerzbank Aktiengesellschaft. A suitable deductible has been agreed for
both the members of the Board of Managing Directors and the members of the Supervisory
Board.

Pursuant to Section 15 of the German Banking Act (KWG) the extension of loans from the
company to members of the Board of Managing Directors or the Supervisory Board or their
relatives (spouses and children who are still minors) requires the unanimous approval of the
Board of Managing Directors, as well as the prior consent of the Supervisory Board.

The Board of Managing Directors and the Supervisory Board shall report in each year’s
Annual Report on the company's Corporate Governance. This includes the explanation of
possible deviations from the recommendations of the German Corporate Governance Code.

The Board of Managing Directors
Tasks and Responsibilities

The Board of Managing Directors is responsible for independently managing the company. In
doing so, it is obliged to act in the company’s best interests and undertakes to increase the
sustainable value of the company.

The Board of Managing Directors develops the company’s strategy, co-ordinates it with the
Supervisory Board and ensures its implementation.
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The Board of Managing Directors shall ensure that al! provisions set out by law are complied
with.

The Board of Managing Directors ensures appropriate risk management and risk controlling
within the company.

Composition and Compensation

The Board of Managing Directors is composed of several persons and has a chairman. Rules of
procedure, which require the approval of the Supervisory Board, govern co-operation within
the Board of Managing Directors. The Board of Managing Directors co-operates on a basis of
trust with the bank’s other bodies and the employee representatives to the benefit of the
company.

The compensation of the members of the Board of Managing Directors is fixed by the
Presiding Committee of the Supervisory Board at an appropriate amount, based on a
performance assessment. Criteria for determining the appropriateness of the compensation are,
in particular, the tasks of the respective Board member, his personal performance, the
performance of the Board of Managing Directors as a whole, the economic situation, and the
performance and future prospects of the bank, taking into account its competitors.

The overall compensation of the members of the Board of Managing Directors is composed of
a fixed salary and variable elements. The variable part of the compensation includes result-
and performance-linked components and is based on the achievement of the bank’s business
success, the results of the business segments for which the respective Board member is
responsible, and his individual performance. All compensation components must be
appropriate, both individually and in total.

The compensation of the members of the Board of Managing Directors is reported in the Notes

to the Annual Accounts, broken down into fixed salary and variable components, each in a
single sum.

Conflicts of Interest

During their employment with Essen Hyp, the members of the Board of Managing Directors
are subject to a comprehensive non-competition obligation.

In connection with their work, the members of the Board of Managing Directors and
employees may neither demand nor accept from third parties payments or other benefits for
themselves or for any other person, nor grant unlawful advantages to third parties.
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The members of the Board of Managing Directors are bound by the company’s best interests.
No member of the Board of Managing Directors will pursue personal interests in his decisions,
or use business opportunities intended for Essen Hyp for himself.

Each member of the Board of Managing Directors must disclose conflicts of interest to the
Supervisory Board without delay and inform the other members of the Board of Managing
Directors. All transactions between the company and the members of the Board of Managing
Directors, persons they are closely related to or companies they have a personal association
with must meet the standards that are customary in the sector. Important transactions require
the approval of the Supervisory Board or the Committee responsible according to the rules of
procedure of the Supervisory Board.

Sideline activities of the members of the Board of Managing Directors, especially Supervisory
Board mandates outside the company, are subject to the approval of the Supervisory Board.

The Supervisory Board

Tasks and Responsibilities

The task of the Supervisory Board is to provide continuous advice to and to monitor the work
of the Board of Managing Directors in the management of the company. The Supervisory
Board must be involved in all decisions that are of fundamental importance to the company.

The Supervisory Board appoints and dismisses the members of the Board of Managing
Directors. Together with the Board of Managing Directors, the Presiding Committee of the
Supervisory Board ensures that there is long-term successor planning. The Supervisory Board
has delegated the preparations for the appointment of members to the Board of Managing
Directors to the Presiding Committee, which also lays down the conditions of the employment
contracts, including compensation.

A re-appointment prior to one year before the end of the appointment period with a
simultaneous termination of the current appointment may only take place under special
circumstances. For members of the Board of Managing Directors there is a fixed age limit of
65 years.

The Supervisory Board has issued rules of procedure.
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Tasks and Powers of the Chairman of the Supervisory Board

The chairman of the Supervisory Board co-ordinates the work within the Supervisory Board
and chairs its meetings.

The chairman of the Supervisory Board also chairs the Presiding Committee which, inter alia,
deals with the employment contracts of the members of the Board of Managing Directors.

The chairman of the Supervisory Board maintains close contact with the Board of Managing
Directors, and with the chairman in particular, in order to discuss the strategy, business
development and risk management of the company. The chairman of the Supervisory Board
shall, without delay, be informed by the chairman of the Board of Managing Directors of any
events material for the assessment of the company’s situation and development, or for the
management of the company. The chairman of the Supervisory Board shall then inform the
Supervisory Board and, as necessary, convene an extraordinary meeting of the Supervisory
Board.

Formation of Committees

Depending on the specific features of the company and the number of Supervisory Board
members, the Supervisory Board has formed a Presiding Committee and a Risk Committee
from within itself. These two committees serve to increase the efficiency of the Supervisory
Board’s work and deal with more complex issues. The chairman of each committee regularly
reports to the Supervisory Board on the work of the respective committee.

The rules of procedure of the Supervisory Board provide for committees to make decisions in
place of the Supervisory Board. The Presiding Committee prepares Supervisory Board
meetings, at which personnel decisions are to be made.

The Supervisory Board can delegate other subjects to be handled by one or several
committees. These subjects include the strategy of the company, the compensation of the
members of the Board of Managing Directors, investments and financing.

Composition and Compensation

When submitting proposals for the election of Supervisory Board members, care shall be taken
that the Supervisory Board, is, at all times, composed of members who, as a whole, have the
required knowledge, ability and expertise to properly complete their tasks and are sufficiently
independent. Furthermore, the international activities of the company and potential conflicts of
interest are taken into account.

Page 8 of 12



542

543

544

545

5.4.6

5.5

551

Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft, Essen

To ensure the Supervisory Board’s independent advice and supervision of the Board of
Managing Directors, not more than one former member of the Board of Managing Directors
shall be a member of the Supervisory Board. Moreover, Supervisory Board members shall not
hold directorships or similar positions with main competitors of the bank or provide any
advisory services to them.

The members of the Supervisory Board shall ensure that they have sufficient time to perform
their mandate. Members of the Board of Managing Directors of a listed company shall not
accept more than five Supervisory Board mandates in non-group listed companies.

The election or re-election of all Supervisory Board members takes place at the same time, and
as a rule for the longest admissible period of office. Elections to replace members are for the
remaining period of office of a member of the Supervisory Board who resigns prematurely, or,
if the resigning member’s period of office was shorter than the regular period of office in
accordance with sentence 1 of this Section, up to the end of the period of office of the other
members of the Supervisory Board who have been appointed for the longest admissible period
of office.

The compensation of the members of the Supervisory Board is specified in the Articles of
Association. It is based upon the responsibilities and tasks of the members of the Supervisory
Board, as well as the economic situation and performance of the company. Also taken into
account are the holding of a chair or deputy chair position in the Supervisory Board, as well as
the chairmanship and membership in any Supervisory Board committee.

The members of the Supervisory Board receive fixed as well as performance-related
compensation. The latter is based upon the dividend payments to the bank’s shareholders. .

The compensation of the members of the Supervisory Board is reported in the Notes to the
Annual Accounts, broken down according to components, each in a single sum. Should, by
way of exception, compensation be paid to the members of the Supervisory Board or
advantages extended for services provided individually, in particular, advisory or agency
services, these payments are shown separately in the Notes to the Annual Accounts.

If a member of the Supervisory Board has taken part in less than half of the meetings of the
Supervisory Board in a financial year, this will be noted in the Report of the Supervisory
Board.

Conflicts of Interest

All members of the Supervisory Board are bound to act in the company’s best interests. No
member of the Supervisory Board will pursue personal interests in his decisions, or use
business opportunities intended for Essen Hyp for himself.
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5.5.2 Each member of the Supervisory Board shall inform the chairman of the Supervisory Board of
any conflicts of interest, especially those which may result from a consultant or directorship
position with clients, suppliers, lenders or other business partners. If necessary, the chairman
of the Supervisory Board will then have the Presiding Committee discuss the issue. The
chairman of the Supervisory Board shall disclose his own conflicts of interest to the
Supervisory Board or the Presiding Committee.

5.5.3 Material and not merely temporary conflicts of interest with respect to the person of a
Supervisory Board member shall result in the termination of his mandate.

5.5.4 Advisory and other service agreements between a member of the Supervisory Board and the
bank require the Supervisory Board’s approval.

5.6 Examination of Efficiency
The Supervisory Board shall examine the efficiency of its activities on a regular basis.
6 Transparency

6.1  The Board of Managing Directors shall disclose without delay any new facts within the
company’s field of activity that are not known publicly if they are likely to substantially
influence the price of the company’s listed securities, due to their impact on the asset and
financial situation or general business development.

6.2  As soon as the company becomes aware of the fact that an individual acquires, sells or by any
other means exceeds or falls short of 5, 10, 25, 50 or 75% of the voting rights in the company,
the Board of Managing Directors shall disclose this fact without delay.

6.3 The company's treatment of all shareholders in respect of information shall be the same. The
company shall also disclose all new facts made known to financial analysts and similar
addressees to its shareholders without delay.

6.4 The company shall use suitable communication media, such as the internet, to inform
shareholders and investors in a prompt and uniform manner.

6.5 Any information which the company discloses abroad in compliance with applicable capital
' market law provisions will also be disclosed domestically without delay.

6.6  As part of the bank’s regular information policy, the dates of its most important regular
publications (including the Annual Report, Interim Reports, General Meeting) are published
sufficiently in advance in a ‘financial calendar’.

6.7  Any information on the company disclosed by Essen Hyp shall also be published on the
bank’s website. The website shall have a clear structure.
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Reporting

Third parties receive their information through the Annual Financial Statements. During the
financial year, they receive additional information in the form of interim reports that are
published at the end of the second and third quarters. The Annual Financial Statements and
Interim Reports are prepared according to national legislation, i.e. the provisions set out in the
German Commercial Code (HGB), which also form the basis for taxation.

The Annual Financial Statements are prepared by the Board of Managing Directors and
examined by the auditors and the Supervisory Board. The Annual Financial Statements shall
be publicly accessible within 90 days of the end of the financial year; Interim Reports shall be
publicly accessible within 45 days of the end of the reporting period.

The company publishes a list of third party companies in which it has a participating interest
that is not of minor importance for the company. The trading portfolios of the bank, on which
voting rights are not exercised, are disregarded in this context. In accordance with the German
Commercial Code (HGB) the following information is provided in the bank’s Annual
Accounts: name and registered office of the company, the amount of the interest, the amount
of equity and the operating result of the past financial year.

Notes on the relationships with shareholders who are considered ‘related parties’ pursuant to
the applicable accounting regulations, shall be provided in the Annual Financial Statements.

Audit of the Annual Financial Statements

Prior to submitting a proposal for election, the Supervisory Board will obtain a statement from
the proposed auditor stating whether, and where applicable, which professional, financial and
other relationships exist between the auditor and its executive bodies and head auditors on the
one hand, and the company and its Board members on the other hand, that could call its
independence into question. This statement shall include the extent to which other services
were performed for the company in the past year, especially in the field of consultancy, or
which are contracted for the following year.

The Supervisory Board agrees with the auditor that the chairman of the Supervisory Board
will be informed immediately of any grounds for disqualification or partiality occurring
during the audit, unless such grounds are removed immediately.

The Supervisory Board shall commission the auditor to carry out the audit and conclude an
agreement on the latter’s fee.
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7.2.3 The Supervisory Board shall arrange for the auditor to report on all facts and events of
importance for the tasks of the Supervisory Board which arise during the performance of the
audit.

The Supervisory Board shall arrange for the auditor to inform it and/or note in the Auditors’
Report if, during the performance of the audit, the auditor comes across facts which show a

misstatement by the Board of Managing Directors and Supervisory Board on the Corporate

Governance Code.

7.2.4 The auditor takes part in the Supervisory Board’s deliberations on the Annual Financial
Statements and reports on the relevant results of the audit. He is available to answer the
questions the members of the Supervisory Board may have.
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